
61 For exaaple, high capacity acce.s services (DS1 and
083) are .ubject not only to aggregate li.its that apply to all
services in the .... basket, but also are subject to additional
.ervice .pecific pricing constraints. LEC Price Cap Order at ,
203.
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Harris study at 29-30.
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~

ca.petitive service. to the most intrusive regulatory

constraint.', and limits the ability of LEes to reduce prices to

coapetitive levels. en The result is to deny consumers the

benefits of true competition.

To correct this probl.., the Ca.aission should r.-ove

services froa price requlation as they beca.e comPetitive -- a

feature found in the Comaission's price cap rules for AT'T and

cable,Q and at the state level.~ The appropriate test for

determining when a service is competitive should focus on the

availability of alternatives for a particular service.~ This is

so because it is the availability of alternatives which prevents

the exercise of market power; with alternatives available,

Iwpl...ntation of S9QtiQDI Af the 1'92 Cable Act - BIt.
Begplation, 8 PCC Red 5631, at " 16-49 (providing that
ca.petitive cable services are ex-.pt fraa rate regulation);
CO'Petition in the Interstate IntereJpbange Marketplace, 6 FCC
Red 5880 (1991) (streamlining regulation for certain AT'T
business servic••), ~., 7 FCC Red 2677 (1992) (streamlining
regulation for 800 and other in-bound services).

JAa, ~, N.J. Rev. stat. Ann. S 48:2-21.17,-19; Va.
Code Ann. S 56-235.5(F); Del. Code Ann., Title 26, S 709; 66 Pa.
Ca.p. stat. Ann. S 3004(0)(3); W. Va. Code S 24-2-3(c).; Order
No. 70324, Application of The Cbs•••·n,. and PotomAC TelepboQl
Co. of Md. to continue And Revise The Alternatiye Regulation
l1&D, Case No. 8462 (Jan. 22, 1993); ... AlIQ, ~, Mich. Co.p.
Laws Ann. S 484-2101.
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toll and interstate interlata corridor services, as well as

Beville Aff. at , 36.67

M

atteapts to increase price or reduce output will merely encourage

custo..rs to switch service providers.~

several interstate services are fully competitive today

and should be reaoved froa price regulation i_ediately. One

exaaple is high capacity (051 and 053) access service both for

special acce.s and the transport portion of switched. In Bell

Atlantic's region, for example, two third. of the high capacity

acce.. demand coaes from areas that are already served by

coapeting providers. M As a reSUlt, Bell Atlantic has

consistently priced its high capacity access services below the

level allowed by the price cap rules~ -- a fact which the

Ca.aission has recognized demonstrates the presence of

coapetition. 6B

A second example includes services that are currently

part of the interexchange basket, inclUding interstate intralata

~ Alternative aeasures for the pre.ence of competition
are inadequate. For exaaple, market .hare is not an accurate
gau98 of coapetition. Harris study at 29-30. As an initial
aatter, aarket share cannot be accurately aeasured because
ca.petitors of the LECs are not r~ired to disclose how much
traffic they carry or where. But more fundamentally, it is the
availability of competitive alternative. to customers, and not
the number actually using them that con.trains market power.

Beville Aff. at , 34i ... Ala2 Harris Aff. at App. Bi
Huber study at 21.

au Price Cap PerfgpeMe "yin lor UiT, 7 FCC Rcd
5322, , 16 (1992); ... A1aQ RlyisioDl to Price CAP Rule. For
a%if, 8 FCC Red 5205, , 3 (1993).
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MCTA, Cable Teleyision Develop..nt, at l-A (Apr. 1994).

~.

14. at , 30.

~

n

71

TI iAa "The ABC's of DBS," Broadca.ting and Cable at 38
(Dec. 6, 1993).

related operator services. 8 In fact, the.. service. face even

greater co~tition than high capacity acce.s -- every cu.to..r

of the.e service. has a competitive alternative.~ Bell Atlantic

also has consi.tently priced these service. below the level

allowed by the price cap rules. 71

A third example is video dialtone, which will face

ca.petition in nearly every instance froa the first day it is

introduced. In fact, cable TV is already available to 97 percent

of u.s. homes,n and wireless services such as direct broadcast

satellite ("DBS") will soon be available to 100 percent of ho..s

in the continental u.S. TI And these competitors will be

unregulated; DBS is already free of rate or price regulation and

cable will become so when it faces a video dialtone or other

aultichannel co.petitor.~ It would be bizarre to free the

entrenched cable incumbent from regulatory constraints, but leave

8 The related operator .ervice. inclUde custoaer dialed
calling card station, operator .tation, per.on-to-person,
directory a••i.tance charge, and directory assistance service
call. seville Aff. at , 25.

Iapl..-ntation of SectiQDI of tht 1'92 Cabl. Act - IAt­
legulation, 8 FCC Red 5631, at " 20-21 (Competition from video
dialtone competitor will exempt cable .ervice from rate
regulation).



7S

~-j---

the new entrant video dialtone provider subject to extensive rate

or price regulation.

Finally, for any tariff filings required by the

C~nicationsAct, the require.ents for all providers should be

identical. Any other result would artificially favor one

c~titor over another, and deny consuaers the full benefits of

ca.petition. Aa a result, to the extent that CAPs and others are

allowed to file tariffs providinq only a ranqe of rates, to file

on one day's notice, or to enter into individual contracts,n

LECs must be permitted to do the same.

B. The co..ission Should Remove Discretionary and New
Service. frOM Regulation

Under the current price cap plan, new and discretionary

services are SUbject to the full ranqe of requlatory con.traint.

that apply to all other services -- and aore. In fact, new

services are actually sinqled out for so.. of the most burdenao..

require..nts. These range from lengthy tariff reviews with

intrusive and competitively sensitive cost support requirements

for all new services,~ to a lengthy waiver process for new

switched access services that do not fit snugly into-an archaic

1M Tariff Beg;uir..entl for lon-Dominant Carrier., 8
FCC Red 6765, , 3 (1993).

76 LEC Price Cap Order at , 321.
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rate structure prescribed over 10 year. ago during the days of a

~nolithic AT&T. n

These rule. limit the ability of LECs to re.pond to the

~nds of the marketplace, and underaine their incentive to

provide innovative .ervice. that consuaers want.~ The .olution

i. to reaove new and discretionary services fro. price regulation

an approach used in the Commission's'own rules for cable,~

and at the state level.~

n 47 C.F.R. 5 69.101, At.... The Part 69 waiver proce••
alone results in delays in the introduction of new .ervice. of up
to a year a acre, only to bec~ by the additional delay
to CJo throuCJh a lencJt.hy tariff proce... 1M, LS-L, Naw York
Telephone CQlPADY. 6 FCC Rcd 1588 (1991) (aore than 13 aonth. to
obtain a waiver); SOU1jhwe.tarn "11 'lellMene Couany, 6 FCC Rcd
6095 (1991) (approxiaately 16 months to obtain a waiver); Iall
Atlantic TelapboDl Co.panie., 7 FCC Red 2955 (1992) (over 11
aonth. to obtain a waiver).

~ Harris study at 23-24, 26-29; accord NPRM at , 79
(-(T]he current rules do generate delay and increase the costs of
introducing new service.. They aay al.o inhibit the LECs'
ability to compete with services offered by CAPs.").

For example, the .cable rul•• ex.-pt per channel and
pay-per-view services from regUlation entirely -- presumably on
the theory that the.e services are discretionary. Iapl...otatign
of Sections Qf the Cable Act of 1992 - Bate RegulatiQn, 8 FCC Rcd
5631, '324. They alsQ contain prQvi.ions to relieve new service
offering. Qf -any of the regulatory constraints that oth.rwise
apply to ba.ic and enhanced basic tiers Qf service in order to
provide cable the incentives to dev.lop n.w and innovative
offerings. lA., MM Dkt 93-215, Report and Order at , 295-304
(r.l. Mar. 30, 1994).

~ ~,~, N.D. Cent. Code 5 49-21-01.3 (establi.hing
price caps for ••••ntial service. only); Del. Code Ann., Title
26, 5S 706(b), 708 (establishinCJ streamlined regUlation and
increased pricing flexibility for discretionary services).

-24-
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Harris study at 23-24.

12

"

continued regulation of th..e .ervices is unnece••ary.

Discretionary .ervice. by definition are not essential either to

con.Wler. or coapetitors. 11 Price. for the.e .ervices are

con.trained by market force. since con.uaer. can simply elect not

to buy thea, and competitive entry will occur if prices are set

too high. Likewise, new services are al.ast uniforaly

discretionary, and face the additional hurdle of not being a

known co..odity in the marketplace. This further constrains the

prices for these services. n

Moreover, continued regulation of these services is

counter productive. The current rules deter LECs from providing

discretionary and new services; they create inordinate delays and

unnecessary burdens, and impose artificial limits on the return

that can be earned on these risky services." In contrast,

re.aving these services from regulation will eliminate

unnecessary regulatory hurdles, and place the full risk of

11 For exallple, among the services that would qualify a.
discretionary are Caller 10 or other custom calling feature. that
aay be offered on an interstate basis, ... Bylel and Poliei••
BegArding Calling "bar Identitica:tiAo svviee - Caller 10, CC
Dkt 91-281, Report and Order and PNPRM at • 3 (reI. Mar. 29,
1994).

The LEC. cannot .ake DOney off a new service unless it
is accepted in the aarketplaee, and pricing new lervice. too high
would prevent this from occurring. As a re,ult, LECs have every
incentive to price their new services at a reasonable level in
order to obtain consumer acceptance.



unsuccessful service. on shareholders in exchanqe for receiving

the benefits of succes.ful ones. M This will provide LECs the

sa.. incentives as a competitive aarket to develop and provide

innovative services that consuaers want. u

Aa in the case of competitive service., for any tariffs

required by the Co..unications Act, the filing requirements for

discretionary and new services should be the sa.. as those for

other providers."

C. The Coaai••ion Should Increa.e Flexibility For Services
Still Subject to Regulation

While the competitive pressures on some services are

.specially intense already, these pressures are intensifyinq

across all parts of the telecommunications spectrum. No servic••

are i.-une, and new entrants are materializinq at a remarkable

pace. Under th.se circumstances, current rules must be modified

to qive all providers sufficient flexibility to truly comPete.

Two areas are most critically in need of reform.

First, added pricinq flexibility is needed to chanqe

rates quickly in response to competitive pressures. The current

rules limit the price chanqes that can be made without triqqerinq

lengthy tariff proceedinqs to only plus or minus 5 percent, and

require LECs to qive competitors 14 days advance notice of price

Harris Study at 23-24.

85 lsi·

~ supra note 75.
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chanqes.~ Ironically, the principal .ff.ct of th.se rules is to

limit the ability of LECs to reduce pric... In a competitive

aarket, howev.r, the only limit on price reductions is that

pric•• be set at or above incre..ntal cost, and competitors are

giv.n DQ advance notice of price ch.ng••• • Adopting the saae

rul.s here will foster economic efficiency and provide the

gr••test benefit to consumers."

A. a result, the current rul.s .hould be modified to

give the most streamlined review to all price reductions, sUbject

only to the r.quirement that LEC prices r.main above increaent.l

cost. Th. 14 d.y review period in the current rules also should

be ch.nged to give LECs the same ability as their competitors to

iaple..nt these price reductions on one day's notice.~ In

addition, the range of price changes sUbject to the most

.treamlined r.view should be extended to at least cover incr.....

of 7 p.rc.nt or less. 91

LEC Price Cap Order at 12, 204, 285.

M In f.ct, the Depart..nt of Ju.tice has recognized that
providing adv.nce notic. of r.te chang•• chills competition, and
ha. brought suit in some instances to prevent this very practice.
United states y. Airline TAriff Publiabing Co" 836 F. Supp. 9
(D.O.C. 1993). y.t the LECs are required by Commission rul•• to
give their competitors extensive advance notice of impending rate
changes.

~.

iA& supra note 75.

91 This slight increa.e would give LEcs greater
fl.xibility to quickly impl...nt price chang.s as competition
int.n.ifie., while preserving the cc.ai••ion's ultimate ability
to ov.rsee the reasonableness of th.se rates.
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second, reqardle•• of whether the e~i.sion re.ove.

new service. fro. ongoing price regulation, the requlatory

hurdles that must be cleared to introduce new services must be

minimized. Most importantly, this ..ans eliminating the existinq

Part 69 waiver process that produce. delays of a year or more to

introduce new switched access service.~ -- delay. that are

ca-pounded because the tariff process cannot begin until the

waiver is granted.

It also means further streamlining the tariff filinq

requireaents for new services." While competitors have instant

accesa to the marketplace, these rules imPO.e a minimum 45 day

delay on LEea -- only to be followed by atill further proceedinq.

that are routinely triggered by the efforts of competitors to

ga.. the regulatory process. To resolve this problem, LECs

should have the same flexibility as their competitors to quickly

introduce new services -- including filing new service tariffs on

one day's notice. M

~ aaa .upra note 77. specifically, the eo..ission .hould
.edify its rules to eliminate the codification of any particular
rate structure, let alone a rate structure prescribed over 10
years ago. 47 C.F.R. S 69.101, tt ~.

" Congress has adopted an affiraative national policy "to
encourage the provision of new technologie. and services to the
public." 47 U.S.C. S 157. Toward this end, it has imposed a
.tatutory 12 aonth limit on any co.-ission proceedings to approve
new service offerings. Isl.

M Thi. does not .ean the ea-ai.sion would los. authority
to review the.e rate., any more than it does for the .any tariffs
that go into effect today subject to an accounting order. In the
interim, however, customers would benefit by receiving the new
services that they want.
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D. The co..is.ion Should Pra.ote Parity By Requiring
AT'T To Give Equal Treataent To Acces. Reduction.
lraa All Provider.

Under AT'T's price cap plan, it is obligated to pas.

through at least a portion of any reduction. in the acce.s

charges it pays to price cap LECs." This rule doe. not apply to

acees. reduction. that occur when AT'T switches to a CAP or to

its own byPa•• facilities, nor doe. it apply when a CAP lower.

rate. for services AT'T is already usinq.

As the Commission itself recognizes, the result of this

di.parity is to give AT&T an artificial incentive to use CAP

services instead of those of a LEC.~ Since most AT&T services

SUbject to price caps use switched acces., this is especially

true now that the Commission has ordered LECs to provide switched

access interconnection to all providers, inclUding AT&T itself.

In fact, the distortion this creates is so severe that aLEC's

" Since dive.titure, AT'T bas passed through about 80
percent of aee_s charge reductionll trOll the LEes, and pocketed
the rest. Willia. E. Taylor, Itf.... at ca..titive Entrv in the
U.S. Interstate Toll ,arket.; AD QlMlat;., at 1 and Exh. 1, Table
1 (May 28, 1992), appended to aeply Co...nt. of Bell Atlantic,
Price CAP PerforaAOC. Reyiew tor ATiT, CC Dkt 92-134 (Oct. 5,
1992).

a.. NPRM at ! 86.
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pric. reduction would have to be up to~ tiae. the reduction

fro. bypa•• in ord.r to be competitiv••~

Thi. distortion will only be eliainatad if AT&T is

required to qive equal treatment to access charqe reduction. froa

all provid.r., includinq itself.

~ Thi. can be .een by .xaaininq data in the 1993
Int.r.tat. Rat. of Return R.port for AT&T (filed Mar. 31, 1994).
If LEe acce.. charg.. declined by $100 .illion, and AT&T pa••ed
throuqh only 80' a. a revenue reduction, its n.t .arning. would
incr.... by $20 .illion to $1.82 billion and it. rate of r.turn
would incr•••• froa 13.49' to 13.64'. But if AT&T r.ceived the
_ $100 .illion reduction by .witchil'lC) to anoth.r provid.r, and
pa.1ed non. throuqh, it. net r.v.nu. would increase by the full
$100 .illion to $1.9 billion, and it. rat. of r.turn would juap
to 14.24'. LEe. would have to reduce th.ir access charge. to
AT&T by $500 .illion to qenerate the same result.
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The Coaai••ion should modify the current price cap plan

in the respects described above.

Edward D. Young, III
Sherry F. Bellamy
Of Counsel

May 9, 1994

CONCLUSION

Respectfully sUbmitted,

Me.
Edward D. Shakin
Karen Zacharia

1710 H Street, N.W.
8th Floor
Washington, D.C. 20006
(202) 392-1082

Attorneys for the Bell Atlantic
Telephone Companies
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..ployed by Bell Atlantic Network Service., Inc. a. A••istant Vice

I .. currently

I lead a team that

While Bell Atlantic faces

My naae is Richard E. Beville.

awuaYIlf 01' DC -...-nw..
I....~ o. CO.II~. 01' am.r. AlfLI.ftIC

1 .

.ri.. cap ..., , i.-
for Loaal "olla carri .

:.otioe of .ropoe.. "l~iDIJ
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••••,. oan .leatll_ OG.I'tUIc.

".lai~., D.C. a•••4
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)
)
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)
)

-------------------)

Pre.ident - Network Competitive Response.

monitors, anticipate. and responds to the competition faced by the

Bell Atlantic Telephone Companies ("Bell Atlantic").l I subait

this affidavit concerninq competition faced by Bell Atlantic in

qeneral support of Bell Atlantic's proposals for modification of

the Commission's price cap requlation. and specifically to seek

removal of those services that no lonqer require price requlation.

2. In this proceedinq, Bell Atlantic seeks authority to

remove from price r8CJUlation services that already face siqnificant

competition and to reaove additional service. from requlation a.

they become fUlly competitive.

1 The Bell Atlantic telephone cOJllNlnies are Bell Atlantic -
Pennsylvania, Inc.; Bell Atlantic - Delaware, Inc.; Bell Atlantic

- Washinqton, D.C., Inc.; Bell Atlantic - West Virqinia, Inc.; Bell
Atlantic - Maryland, Inc.; Bell Atlantic - New Jersey, Inc.; and
Bell Atlantic - Virqinia, Inc.



increa.inq cOJllMltition for all of it••ervice., three categories of

services face ••pecially intense co~tition and should be re.aved

from price cap requlation i..-diately. These include: a)

interstate intraLATA toll and corridor interexchange services; b)

high capacity (DS1 and DS3) access services; and c) video dialtone

services. R8aOvinq the.e services from price caps will provide

Bell Atlantic with the flexibility it needs to compete, and will

provide custo..rs with the benefit. and protections of fair

competition.

I. IILL ."panza .... t!IIPftlUQM III III _XOII.

3 • competitors have already made substantial inroads in Bell

Atlantic's service territory, and interstate access services have

been a principal focus of their efforts. The entry of competitors

into interstate access services has been facilitated by the

concentration of most major customers into a relatively few urban

areas. The mid-Atlantic region served by Bell Atlantic is

particUlarly concentrated -- 76' of Bell Atlantic's interstate

access revenues come from just 25' of its wire centers. This

concentration allows new entrants to compete for a large portion of

Bell Atlantic's custo..rs with only a fraction of the investment

made by Bell Atlantic, which is co_itted to provide service

throughout its territory.

4. Most of Bell Atlantic's competitors for interstate

access are well funded cOllpanies with a substantial existing

customer base. These competitors include Competitive Access

Providers ("CAPs") ; cable cOllpanies ("CATV") ; Interexchanqe

2



3

a. Metrqpolitao Fiber Syst... COWMUQicatigna

could readily expand to 50 percent, at relatively little increase

in cost.

CAPs did not exist in 1982.the range of services provided.

Carriers ("IXCs") and Reqional Bell Operatinq ca.paniel ("RBOCI")i

electric utilitieli and the wireless industry.

A. cawa\it;iD "'.1 ,royitv.

5. CAPs ca.pete today with Bell Atlantic in the

interstate arena pri..rily by providing special access, private

line, and switched access services, including high capacity data

services. CAPs deploy fiber optic networks through urban areas,

business parks and nearby suburbs across the country. The indultry

also is expanding rapidly, both in teras of geographic coverage and

Today, CAPs vigorously co.pete in every state and in every ..jor

urban business center in the Bell Atlantic reqion. 2

6. The CAP systeas have enoraous aaounts of exce.s

capacity. No .ore than 10 percent of CAP fiber caPacity is

actually being used to carry traffic. Thus, a single CAP carrying

five percent of access traffic fro. an urban business district

7. Th. _jor CAPs in the Bell Atlantic reqion are all

well financed and are eXPanding their businesses as deaonstrated in

the following exaaples:

2 Unlike Bell Atlantic, CAPs and other co.petitors have
little or no info~tional reporting requir...nts. Because Bell
Atlantic's intorJllltion on its COIIJ)8titori' network. and ..rJtets is
liaited to public inforaation, such intoraation inevitably
understat.. the growth of ca.petitive alternatives, both in nUllber
and scope.



COMADY. Inc.'1 (....) Itrateqic goal il to ·beCOlle the pri..ry

provider of teleco~ication.service. to business and qovermaent

end users nationwide."' According to a Busine.s Week report, MFS

has a total market value of nearly two billion dollars.·

MFS has a presence in every state in the Bell

Atlantic region. It has deployed over 17,000 miles of fiber

throughout the portions of Bell Atlantic's region that contain the

highest concentration of lucrative business custoaers. Por

example, attached as Exhibit 1 hereto is a map of MFS'. network in

washington, D.C. and Northern virginia. s

MFS also is expanding its coverage by foraing alliance. with

companies in other industries. In New Jersey, for ex..ple, MFS has

fOOled an alliance with MIl Lightnet to expand its existing network.

MH Lightnet is owned by Maclean Hunter, a holding company that,

among other things, owns cable facilities in New Jersey u.ed by MIl

Lightnet. Maclean Hunter, in turn, is owned by Rogers

Communications, Canada's leading cable company.

In addition, MFS is expanding the scope of its

service offerings. MFS has filed with local co..ission. to be a

local service provider and/or reseller in Washington, Delaware,

3 MFS C~ications eo.pany, Inc. ProsPeCtus for the
offering of 4,000,000 sbares c~on stock at 3 (Iubject to
completion septeaber 1, 1993)(hereinafter, "MFS Prospectus").

Business Week at 69 (March 28, 1994).

S Thi...p does not include MFS's .ost recent expanaion
activities that were reported in the MFS prospectus, and therefore
understates the total network.



5

MFS's president, becau.e of that d.ci.ion "MFS will be able to

offer servic•• to even the saalle.t bu.in••••s in Maryland.'"

Five venture capital firas own the remaininq 49" of

6

Maryland, West Virqinia and Pennsylvania. 6 In fact, the Maryland

Public Service ca.ai••ion recently approved MFS's application and

authorized it to provide local exchange and interexchanqe .ervice

in that state, both as a reseller and a co-carrier. 7 Accordinq to

b. ...tern TeleLogic Corg. offers private lin. and

.witched .ervices in the Philadelphia and Delaware Valley region.

Co.cast corp., a Philadelphia headquartered cable televi.ion,

cellular c~unications and Specialized Mobile Radio cOllpany,

purchased 51t of Ea.tern TeleLogic in october 1992. Caacaat had

1992 revenues of $900 .illion and an operatinq cash flow of $397

Eastern TeleLogic.

Eastern TeleLogic already serves approxiaately 250

business locations in the Philadelphia area and claia. the "larCJest

fiber optic network in the Philadelphia area. ,,9 Eastern TeleLogic

also serves New Jersey and has beCJun to expand its network into

Delaware.

MFS is already certified as a reseller in Pennsylvania.

7 In re .tfIplicat:ion o~ ",. IDt:elenet: o~ IfarylllDd, IDC.,
Case No. 8584 (ord.r issued April 25, 1994).

.illion.

I "Bell Atlantic Gets coapetitor for Bu.in••• Service,"
Baltiaore Sun, April 27, 1994 at A-1.

9 Bell At;J'ntdc-PMDQlYMia <;Mater 30 'ilioq,
Ca.aonwealth of Penn.ylvania Public utility c~i••ion Docket Mo.
P-00930715, Feb. 8, 1994, Tr. at 2055-57 (T.stimony of Gary
Lasher) •



•. Local area Telecomynications« Inc. ("LOCATE")

become a wireless telephone company by coabining digital microwave

C. PaM ACOM. corporation ("Penn Acce.... ), a

Penn Acce.s already has nine fiber loops servingdollars.

Pittsburgh centered. CAP, has a goal "to control as much as 50

percent of the current commercial market for local telephone and

data transmission services. "10 Digital Direct, a subsidiary of

Teleco..unication., Inc. ("TCI"), acquired Penn Access in May 1993

for approxi..tely $10 .illion. TCI is the largest cable TV cOJlP8ny

in the United states with 1993 annual revenues of four billion

,

customers and reaches all the ..jar business centers in the

Pittsburgh area. In addition Penn Access uses the faciliti.s of

the local Pittsburgh power utility, Duquesne Light Co.

d. Teleport CO"'UDicatioos Group ("Teleport")

serves as a telec~ications beachhead for the cable industry.

It is owned by five large CATV companies: TCl, Time Warner

Entertainment Inc., Comcast Corp., Continental Cablevision Inc.

("continental") and Cox Cable Companies ("Cox"). Teleport provides

an array of competitive services in Northern New Jersey. Cox

Fibernet, a CAP that is affiliated with Teleport's network,

operates in the Tidewater area of Virginia and shares certain

facilities with Cox Cable Television.

has a strategy that is significantly different from that of the

other CAPs. Rather than a fiber based service, LOCATE intends to

10 Pittsburgh Busine•• Ti..s and Journal, June 14, 1993 at
1 (quoting a Penn Access Vice President).



with a P.r_onal Co-..mications Network ("POt"). In DeceJlber 1992,

LOCATE acquired lletroaedia Paging, the second largest paging

coapany in the united states fro. Southwestern Bell for $300

million and set up a new, public subsidiary, Mobile Media Corp.,

for its paginq division. LOCATE currently provid.s acc.ss service

through its existinq .icrowave network. LOCATE has facilities in

the metropolitan areas of Philadelphia, Pittsburgh, Baltillore,

Northern New Jersey, Wil.inqton and Washinqton, D.C.

f. yallullet provides high capacity fiber .ervic_

to locations that normally would not have a CAP network. It i. a

partnership of five different local tel.phone companies that

connected th.ir exi.ting fiber backbone networks. It haa a 510

mile fiber network that stretches fro. Johnson City T.nn.....,

through Virginia, W.st Virginia, and Maryland to Pennsylvania.

ValleyNet has rec.ntly added an extension of its network that runs

froll Wytheville, Virginia through Beckley and Charleston, We.t

Virginia.

g. Virginia lletrotel. Virginia Metrotel i. a

joint venture UlOIl9 three Virginia independent telephone cOllpanie•.

It is building a fiber optic network in RicbJlond,

Roanoke/Lynchburg, and Norfolk and has received certification to

provide service. lletrotel' s goal is to be the nlDlber one acc••_

provider in that area. l1

11 "SCC Allows Partnership to Conn.ct Calla," RichJlond
Ti.es-Dispatch, April 26, 1994 at C-8.
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8. Further, the c~i••ion'. collocation order.12 have

proJlOted expansion of CAP coapetition. switched and special

collocation -- which will Penait CAPs to tenainate their own access

transmission facilities at local exchange cOBPany ("LBC") central

offices -- allow. CAPs to expand their network reach without

building plant to their custOller preai.es. In fact, MFS has stated

that, as a result of the collocation rulings, it "will be able to

offer interstate special and switched access transport service. to

virtually every business and governaent end user in the

Metropolitan areas which the Coapany elects to serve. "13

9. With further physical expansion of their network.

into residential areas, and with the addition of further switching

capability, CAPs have the ability to becoae providers of a full

range of local access and exchange services. This capability is

enhanced by CAPs' ability to collocate in the LEC's central Office,

and it is further enhanced by CAPs' existing relationships with

interexchange carriers and cable co.panies.

10. Cable coapanies have existing wire-based networks

that pass nearly every hoae and business in the Bell Atlantic

region. Cable coapanies have auch of the physical plant required

to provide telephony services, and cable co.panies already have

12 .bpaDded ZateraoaDeatioa Jlif:h Loaa.l f'elepbolle ~y
'ac111t1.., 7 FCC Red. 7369 (1992) (apacial access collocation
order), on Z'8CQD., 8 FCC Rcd. 1741, .ftu"'tIJer proceeding., 8 PCC Red.
7374 (1993) (switched access collocation order).

•
13 MFS Prospectus at 4-5.



12. Tel, Cox Cable, COIICa.t, and Jone. Intercable, Inc.

many more.

,

The eXPerience these

15

established relatiOlUlhips with r_idential CuatOllerS. It is clear

fro. existing coapetition, as well as industry pronounc_ents, that

CATV providers intend to offer coapetition for a wide range of

telephony services. For example, according to Cox Cable's vice

president, Cox has "the platfonl in place" to provide high capacity

data lines, local area networks and other telephony services. 14

11. Within the Bell Atlantic ragion, 66' of households

within the Bell Atlantic region subscribe to CATV, and CATV wires

pass al.ost every hOJle in the region. Thus, the CATV industry has

a subscriber base of .ore than eight .illion custo.ers spread

throughout every state in the region, and could potentially serve

-- all of which have a presence in the Bell Atlantic region -- are

currently offering cable telephony in the United Kingdoa. British

cable compani.s serve approximately a quarter of a million

households with telephony.15 According to Brian Roberts, President

of Comcast: "Two-thirds of the households taking our cable service

in the U.K. are also taking our telephone service. We find local

exchange co.petition to be viable. ,,16

"The Enduring Myth of the Local Bottleneck," March 14,
1994 at 24.

16 "Brian Roberts: stretching COIICast's Reach Through Mew
Technology," Broadcasting and Cable, August 2, 1993 at 31.

14 III !'he ..~'ter o~ I ....~jptiJ19 rele,pborJe JIafU.l-tory
..t1JodIJ PI.IZ-.UaIJ~ to V1rgbJJ.a Code I 5.-235.5, C~nwealth of
Virginia, state Corporation ca.ai.sion, April 28, 1994, Tr. at 306
(Testi.ony of Franklin Bowers).



15. The IXC. th...elve. as well as other RBOCs are or

c. Iaqc cvriul .,.~ goes

co_unications and Continental Cablevision. AlterHet has recently

Monaouth Cablevision,

10

IXCs, which already are established competitors for a

• Rogers Co..unications/Maclean Hunter owns M.H.
Liqhtnet.

• Cox, TCI, Co.cast, Ti.e Warner and continental
own Teleport.

• Kiewit Sons Inc., the parent coapany of DS,
acquired a controllinq interest in C-Tec, a
holdinq co.pany which owns cable subsidiaries.

coapanies qain in kitain will prove invaluable in the united

states aarkets, where cable passes far .ore homes than in Britain,

• Comcast owns 51% of Eastern TeleLogic.

been certified by the Virqinia co..ission and will operate over

and many more of those homes subscribe to cable.

13. Cable co.panies have already bequn uainq their

facilities in the Bell Atlantic reqion to provide telephone

co~tition. In addition to Cox Fibernet, which uses Cox cable

facilities, AlterHet, Inc. is a CAP operated by Adelphia

continental's facilities in Richaond.

Adelphia Cable, and Coacast Cable co_unications have started a

joint venture in central Hew Jersey to set-up a fiber

interconnection to provide access services.

been purchased by a CAP. For example:

14. In addition, cable co.panies now own a majority

interest in key CAP competitors in the Bell Atlantic reqion or have

soon will be cO.P8tinq with Bell Atlantic within the Bell Atlantic

reqion.



11

"The Enduring Myth of the Local Bottleneck," March 14,
iv.

17

variety of .ervic.. are now foraing new alliance. to reduce accea.

charge. and are beginning to enter the local market directly.

CUrrently, there are over 125 IXC. in the Bell Atlantic region.

16. AT'T announced its intent to merge with McCaw

Cellular, the nation's largest cellular carrier, and recently

foraed AT'T Personal Ccmaunicationa syst_, a new operating unit.

"Analysts expect AT'T will find ways to link cellular custo..rs

directly to its long-distance network bypassing the local phone

system, thus reducing the $14 billion a year it pays to use tho.e

lines."n The coabined service would also give AT'T a marketing

advantage over Bell Atlantic and other LECs.

17. MCI recently unveiled a plan to develop "MCI Metro",

an alternative local transport network ab.ed first at large

business custo..rs in ..jor ..tropolitan areas and later at

residential custOIierS. MCI intends to launch OPerations in over 20

cities, inclUding waShington, D.C. Alone or with partners, MCI has

co_itted $20 billion toward the creation and delivery of new

services for custo_rs, and $2 billion toward a local switching and

fiber infrastructure. According to MCI' s chairaan and CEO, Bert

Roberts, MCI intends to "attack the RBOCs' local markets through

our MCI Metro coapany. "111

18. In the Bell Atlantic region, Access Tran..ission

syst_s, Inc. ("ATS"), an MCI subsidiary, has already filed an

"AT'T + McCaw - One Tough AT'T", Business Week, Auqust
30, 1993 at 29.

111

1994, at



application as a cOllP8ting telephone cc.pany in Virginia. Mel also

jointly markets its services with a variety of local cable

companies in the Bell Atlantic region. For example, attached

hereto as Exhibit 2, is a joint marketing flyer promoting MCl and

Cable TV Arlington, now a Southwestern Bell subsidiary.

19. MCl has also fonaed an alliance with British Telec:oa

to provide additional experience and capital.

Telecom will pay $1.3 billion for 17 percent of Nextel, which is

rapidly developing a nationwide digital wireless system. The co­

owner of Nextel is Coacast, which provides yet another link into

Bell Atlantic mark.ts. The service is expected to be integrated

with networkMCl, the company's multiaedia ca.aunications venture.

The plan is to provide a digital wireless network that reaches "95'

of the country by the end of 1996. "19 "What MCl wants is a direct

connection to its customers so that it has the ability to carry

intelligent network services right down to the end users."~

20. RBOC and lXC alliances with cable companies also

facilitate competition in the Bell Atlantic region. For exaaple:

a. U.S. WEST acquired 25' of Ti.. Warner

Entertainment, which owns Ti.. Warner Cable. The two cOllpanies

will jointly share in the design, iapleaentation and direction of

full service networks. U.S. WEST and Ti.. Warner are very clear on

their intent to offer telephony as part of the full service

19 "Telephony's competitive Landscape", Telephony, May 2,
1994 at 79.

Id. at 79-82.
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networks they will be providinq nationwide. In the Bell Atlantic

reqion, Tia. Warn.r operate. cable .ysteas in Pennsylvania,

Virginia, and We.t Virginia and has nearly half a .illion

subscribers.

b. Southwe.tern Bell, which already operate. a

aajor cellular franchi.e in the Balti.cre/Washinqton ..tropolitan

area, purchased cable franchis•• in Arlington County, Virqinia and

Montqoaery County, Maryland frOll Hau.er co_unications. This

acquisition aake. it po.sible for Southwestern Bell to co~ine it.

cellular and cable properties to qain access to a large nuaber of

Bell Atlantic local service custo..rs. The Arlington County and

Montqoaery franchi••• pa.s nearly 400,000 households and provide a

base to serve the busine.s co_unity of the Washington ..tropolitan

area. As noted above, the Arlinqton franchise is already jointly

marketinq its services with MCI.

c. Bell Canada aqreed to purchase a 30' share in

Jones Intercable, which operates in Virqinia i New Jersey and

Maryland. Ironically, as a foreign coapany operating in the United

states, Bell Canada will be coapeting in key Bell Atlantic .ervice

areas without facinq the saa. co_ission and federal court

restrictions that confront Bell Atlantic. In addition, Jones has

aqreed with MCI to ofter telephone service to selected cable

custoaers in Northern Virginia. The local leq of the incoaing and

outgoing lonq distance calls will go over the cable plant.

D. 'ower utilitl..

21. Electric and ga. utilities have an established

13


